short essays and reports on the economic issues of the day 2008 I Number 28 C ontinuing crises in U.S. housing and financial markets have increased concerns about an impending recession, which typically involves two quarters of negative GDP growth. All recessions since the early 1950s, except the one in 2001, included a contraction in personal consumption expenditures (PCE). Because roughly 70 percent of the country's GDP can be attributed to PCE on goods and services, any contraction in consumption expenditures weighs heavily on economic growth.
have been available to a researcher at the time of the estimate. The approximated measure for 2008:Q3 is -2.3 percent, suggesting the first decline in PCE since the fourth quarter of 1991. On average, the second-month PCE is close to the reported quarterly data; however, it under predicts the advance release by an average of 0.15 percentage points over the sample. The correlation between the two series in the chart is 0.90.
Most of the difference between the two series disappears when data are revised. In fact, the actual quarterly PCE growth rate and the approximation using second-month data is almost perfect, differing by only 0.03 percentage points when both growth rates are computed using current data. In summary, this simple calculation can provide a quite accurate picture of the quarterly consumption growth rate a month ahead of the BEA's first official release. In addition, the use of real-time (or unrevised) data is essential for evaluating the performance of this or any calculation. I
